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PREFACE 

The  Congress  in  1955  directed  the  Department  of  Agriculture  to  make  special 
studies  of  spreads  between  prices  paid  by  consumers  and  those  received  by  farmers. 
This  is  the  11th  of  a  series  of  reports  summarizing  these  studies,,  The  reports 
published  in  1966  and  early  1967  are  summarized  in  this  report,  which  was  pre= 
pared  for  the  Subcommittees  of  the  Committees  on  Appropriations  of  the  House 
of  Representatives  and  of  the  United  States  Senate,, 

Ten  similar  reports  summarize  the  results  of  earlier  studies:  Special  Margins 
and  Costs  Studies,  Marketing  Research  Report  No.  187,  April  1957;  Special  Studies 
of  Marketing  Costs  and  Practices,  Marketing  Research  Report  No„  240,  October 
1958;  Developments  in  Marketing  Spreads  for  Agricultural  Products  in  1958,  AMS- 
316,  June  1959;  Developments  in  Marketing  Spreads  for  Agricultural  Products  in 
1959?  AMS-374,  May  I960;  Developments  in  Marketing  Spreads  for  Agricultural 
Products  in  I960,  ERS- 14(1961 ),  July  1961;  Developments  in  Marketing  Spreads  for 
Agricultural  Products  in  1961,  ERS- 14(1962),  October  1962;  Developments  in  Market- 
ing Spreads  for  Agricultural  Products  in  1962,  ERS-14(1963),  August  1963;  De- 
velopments in  Marketing  Spreads  for  Agricultural  Products  in  1963,  ERS=  14(1964), 
August  1964;  Developments  in  Marketing  Spreads  for  Agricultural  Products  in 
1964,  ERS=14(1965),  August  1965;  and  Developments  in  Marketing  Spreads  for  Agri- 
cultural Products  in  1965,  ERS-14(1966)a  July  1966D 
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STATEMENT  ON  DEVELOPMENTS  IN  MARKETING  SPREADS  FOR 
AGRICULTURAL  PRODUCTS  IN  1966 


HIGHLIGHTS 


lo  The  retail  value  of  food  in  the  market  basket  in  1966  averaged  almost  6  per- 
cent higher  than  in  1965c  The  largest  increase  occurred  in  the  first  quarter 
of  1966  with  smaller  increases  in  the  second  and  third  quarter s0  In  the  fourth 
quarter,  the  retail  value  declined  1  percent  from  the  third  quarter  leveL  The 
retail  value  of  the  market  basket  is  expected  to  remain  near  the  fourth  quarter 
level  in  1967c 

2.  Historically,  the  food  price  index  has  lagged  behind  that  of  most  other  consumer 
items,  and  while  it  is  now  about  the  same  as  for  all  consumer  items  combined, 
it  still  is  far  behind  the  increase  in  prices  of  consumer  services. 

3o  Even  though  food  prices  increased,  consumers  still  spent  about  the  same  pro- 
portion of  their  income  for  food  during  1966  as  they  did  in  1 96 5 — 18  percent,, 
This  compares  with  25  percent  during  1947=49.  The  proportion  of  disposable 
income     that     consumers  spent     for     food     declined    in    11  of  the  past  15  years0 

4o  The  farm  value  of  food  in  the  market  basket  averaged  almost  8  percent  higher 
in  1966  than  in  1965.  The  rise  in  farm  prices  began  in  1965  and  reached  the 
highest  levels  for  the  year  in  the  first  and  third  quarters  of  1966.  In  the  fourth 
quarter  of  1966,  farm  value  of  the  market  basket  declined  considerably  from 
earlier  levels  and  was  about  the  same  as  the  last  quarter  of  1965.  Thus,  virtually 
all  of  the  retail  price  rise  in  the  fourth  quarter  of  1966  over  the  fourth  quarter 
of  the  previous  year  was  due  to  higher  marketing  charges.  Also,  the  farm 
share,  which  averaged  40  cents  for  1966,  declined  in  the  last  quarter  to  39 
cents.  Compared  with  1957-59  levels,  the  farm  value  of  food  in  the  market 
basket     in    1966    was     14    percent    higher    but     still  about  the  same  as  in  1947=49. 

5,  A  rapidly  increasing  demand  for  marketing  services,  coupled  with  declining 
farm  prices,  has  been  an  important  factor  accounting  for  the  long-term  de= 
dining  trend  in  the  farmer  s  share  of  the  food  dollar.  Recent  research  indicated 
that  consumer  demand  for  marketing  services  has  increased  2  to  3  times  as 
fast  as  the  demand  for  food  entering  the  marketing  system.  Even  if  farm  prices 
and  the  prices  of  marketing  services  had  increased  together  over  the  past 
decade,  the  farmer's  share  of  the  dollar  still  would  have  declined  significantly. 
Rising  consumer  incomes  have  been  the  principal  factor  in  the  growth  of  de- 
mand for  marketing  services. 

6,  The  marketing  bill  in  1966  for  moving  the  food  supply  to  consumers  was  $55 
billion,  about  6  percent  above  the  1965  total.  Marketing  charges  amounted  to 
nearly  twice  the  farm  value  of  foods  marketed  and  were  66  percent  of  consumer 
food  expenditures.  The  marketing  bill  has  increased  during  the  past  decade 
at  an  annual  rate  of  about  4  percent.  About  two-thirds  of  the  rise  in  1966  was 
attributable  to  rising  marketing  costs  per  unit  of  product  handled,  while  the 
rest  of  the  rise  was  due  to  continued  growth  in  the  volume  of  products  moving 
through  the  system. 

7,  Labor  and  transportation  are  the  major  components  of  the  marketing  bill, 
comprising  two-fifths  and  10  percent  respectively.  The  relative  importance 
of    labor    has    decreased    by    about    4    percentage    points  during  the  past  15  to  20 


years,  while  the  relative  importance  of  transportation  has  increased  moderately-- 
1  percentage  point.  Advertising  expenditures  have  grown  substantially,  being 
about  $1.7  billion  in  1964a  Costs  of  packaging  materials  are  increasing  as 
more   foods    are   processed.      Complete  data  are  not  available  on  packaging  costs0 

8.  Prices  of  most  marketing  inputs  increased  in  1966,  keeping  pressure  on  the 
marketing  system  to  find  ways  of  increasing  efficiency  and  reducing  costs. 
Average  hourly  labor  costs  were  up  39  percent  in  1966  over  the  1957=59  base 
period.  Plant  and  equipment  cost  was  up  10  percent.  Estimates  based  on  the 
first  three  quarters  of  1966  indicate  that  prices  of  intermediate  goods  and 
services  were  up  11  percent  over  the  same  period. 

9.  Marketing  firms  have  partially  offset  rising  cost  levels  through  improvements 
in  output  per  man-hour.  Despite  the  increase  in  average  hourly  labor  costs 
since  1957=59,  unit  labor  costs  rose  only  12  percent.  The  rise  was  smaller 
because  of  an  increase  in  output  per  man=hour  which  averaged  about  2.8  per- 
cent per  year  for  all  food  marketing  workers  in  the  last  20  years. 

10.  Innovations  in  rate  making  for  rail  freight  and  adoption  of  new  technology  have 
resulted  in  a  downward  trend  in  freight  rates  for  farm  products  since  1957-59. 
Rail  freight  rates  have  declined  at  an  average  annual  rate  of  1  to  2  percentage 
points  during  the  past  decade. 

11.  Special  studies,  conducted  by  the  Federal  Trade  Commission  at  the  request 
of  the  Secretary  of  Agriculture,  showed  that  much  of  the  recent  price  increase 
for  both  milk  and  bread  occurred  in  markets  where  margins  were  lowest. 
Firms  used  the  occasion  of  a  price  change  to  adjust  margins  up  to  more  normal 
levels. 

12.  The  retail  price  increases  for  both  milk  and  bread  followed  increased  farm 
prices  of  raw  milk  and  wheat.  However,  the  retail  price  increase  was  larger 
than  the  increase  in  farm  price.  The  average  price  per  half  gallon  of  milk 
purchased  in  retail  stores  increased  by  3.9  cents  between  January  and  August 
1966.  The  increase  in  price  was  distributed  as  follows;  Farmers,  2  cents; 
retailers,  1  cent;  and  processors,  0.9  cent.  During  the  same  period,  the  retail 
price  of  a  pound  loaf  of  white  bread  increased  1.7  cents  and  was  distributed 
as  follows:  Farmers,  0.5  cent;  baker-wholesaers,  0.7  cent;  retailers,  0.4 
cent;  and  millers,  0.1  cent. 

COST  OF  FOOD  RISES 

During  1966,  the  food  marketing  system  was  viewed  with  unusually  keen  interest, 
by  both  consumers  and  farmers,  The  focal  point  was  the  performance  of  the  market^ 
ing  system  in  terms  of  how  well  it  was  serving  the  interests  of  farmers,  consumers, 
and  marketing  firms.  More  specifically,  questions  were  raised  about  food  costs, 
price  spreads,  and  the  equity  of  the  distribution  of  income  among  participants  in 
the  production~marketing  complex. 

The  retail  cost  of  a  market  basket  of  farm= originated  foods  increased  in  1966, 
averaging  about  6  percent  higher  than  in  1965  and  12  percent  higher  than  in  the 
1957=59    base    period.    1/        The    price    rise    in   1966  was  unusual;  for  the  past  decade 


1/  The  market  basket  includes  the  average  quantities  of  farm- originated  products 
purchased  for  consumption  at  home  in  1960-61  by  households  of  urban  wage=  earner 
and  clerical=  worker  families  and  single  persons  living  alone. 
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food  prices  have  increased  at  an  annual  rate  of  1  to  1  l/2  percent.  The  increase 
resulted     mainly     from    higher    retail    prices    for    meat    products,  poultry,  and  eggsa 

The  price  rise  that  developed  in  1966  can  be  traced  partly  to  reduced  supplies 
of  some  important  foods,  but  mostly  to  the  strong  advance  in  demand  for  food 
products.  An  exceptionally  strong  demand  for  food  is  implied  by  the  simultaneous 
increases  in  prices  and  consumption  which  occurred  during  1966.  The  strong  demand 
for  food  resulted  from  a  combination  of  increases  in  civilian  per  capita  consumption, 
exports,     and     military     requirements0  Per    capita    civilian    supplies  are  expected 

to  be  somewhat  larger  in  1967  than  in  1966„  However,  continuing  strong  demands 
accompanied  by  rising  costs  of  processing  and  distribution  could  result  in  further 
increases  in  retail  food  prices  during  1967,  although  not  as  much  as  in  the  previous 
year.  It  is  estimated  that  the  retail  value  of  the  market  basket  in  1967  will  continue 
near  the  fourth  quarter  level  of  1966.  The  largest  increase  in  the  retail  value  of 
the  market  basket  occurred  in  the  first  quarter  of  1966  with  smaller  increases  in 
the  second  and  third  quarters.  In  the  fourth  quarter,  the  retail  value  declined  slightly, 
about  1  percent,  from  the  third  quarter. 

A  comparison  of  changes  in  food  prices  with  changes  in  nonfood  prices  indicates 
that  while  some  items  in  the  consumer  budget  have  not  increased  in  price  as  much 
as  food,  a  good  many  others  have  increased  considerably  more.  For  example,  in 
December  1966,  medical  care  was  up  32  percent  from  1957-59;  personal  care, 
14  percent;  footwear,  23  percent;  reading  and  recreation,  18  percent;  and  public 
transportation,  30  percent.  These  increases  may  be  compared  with  a  13  percent 
increase  in  the  price  of  food  at  home  over  the  same  period.  Of  the  13  percent 
increase  in  the  price  of  food  at  home,  8  percentage  points  of  the  increase  occurred 
since  1964. 

There  are  other  items  in  the  consumer  budget,  however,  which  have  not  in- 
creased as  much  in  price  as  food.  These  include  such  items  as  consumers'  durable 
goods,  gas  and  electricity,  and  women  s  and  girls     apparel. 

The  net  effect  of  the  increase  in  food  prices  appears  to  have  been  to  bring 
them  more  in  line  with  price  increases  which  have  taken  place  over  the  years  for 
other  consumer  goods  and  services  (fig.  1).  During  most  of  the  past  decade,  food 
prices  have  lagged  behind  prices  of  other  consumer  goods.  Even  with  the  increases 
in  the  price  of  foods  in  1966,  the  index  for  food  still  lags  considerably  behind  the 
indexes    of    services    which    now     stands    at   25   percent  over  the  1957-59  base  period. 

Even  though  food  costs  have  increased,  consumers  spent  about  the  same  pro= 
portion  of  their  disposable  income  for  food  in  1966  as  they  did  in  1965=-about  18 
percent.  This  was  made  possible  by  a  large  increase  in  consumer  incomes.  In 
11  of  the  past  15  years,  the  percentage  of  income  consumers  spent  for  food  declined 
(fig.  2). 

FARMER'S  SHARE  OF  FOOD  DOLLAR  INCREASES 

The  farmer's  share  of  the  food  dollar  averaged  higher  in  1966  than  in  1965, 
although  it  declined  in  the  fourth  quarter.  Farmers  received  an  average  of  40 
percent  of  the  dollar  that  consumers  spent  in  retail  stores  for  farm=originated 
foods  in  1966.  This  represents  the  largest  share  farmers  have  received  since 
1958.  Through  most  of  the  fifties  and  early  sixties,  the  farmer's  share  trended 
downward,  reaching  a  low  of  37  percent  during  1963  and  1964  (fig.  3).  During  the 
next  2  years--1965  and  1966-=the  farmer's  share  together  with  the  farm  value  of 
the  market  basket  increased.  Only  during  these  last  2  years  has  the  farm  value 
of     foods     in    the     market     basket    been    higher    than  during  the  1957=59  base  period. 
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Figure    1 
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Figure   2 
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For  Market  Basket  of  Farm  Foods 


SHARES  OF  RETAIL  FOOD  COSTS 
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Figure    3 


The  farm  value  of  the  market  basket  increased  to  5  percent  over  the  base 
period  in  1965  and  to  14  percent  in  1 9660  During  the  first  three  quarters  of  1966, 
the  farm  value  of  food  in  the  market  basket  was  higher  than  during  the  previous 
year  (in  the  fourth  quarter  farm  value  declined  to  about  the  same  level  as  the  fourth 
quarter  of  1965),  Even  with  this  increase  in  1966  over  the  1957-59  base  period, 
the  farm  value  of  food  in  the  market  basket  is  virtually  the  same  today  as  it  was 
nearly  20  years  ago.  During  1947-49,  the  average  farm  value  of  food  in  the  market 
basket  was  $441.  In  1966,  the  value  had  increased  only  to  $4420  Thus,  even  though 
farm   prices   have    increased   in  recent  years,  they  have  only  regained  1947=49  levels. 


MARKETING  BILL  CONTINUES  RISE 

The  marketing  bill  is  the  major  cost  component  in  food  expenditures  of  con- 
sumers, It  claims  66  percent  of  the  consumer's  food  dollar  and  is  almost  double 
the  farm  value  of  domestic,  farm- originated  foods  (fig.  4)»  In  1966,  farmers  re- 
ceived $28  billion  for  these  food  products.  The  marketing  system  received  $55 
billion  for  moving  these  foods  from  farmer  to  consumer  in  the  form  and  at  the 
time  and  place  consumers  wanted  them0  Thus,  the  cost  to  consumers  for  farm- 
originated  foods  they  consumed  during  1966  was  $83  billion. 

The  marketing  bill  has  increased  during  the  past  decade  at  an  annual  rate 
of  about  4  percent.  In  1966,  however,  the  marketing  bill  was  6  percent  above  the 
1965  total.  About  two-thirds  of  the  increase  in  the  past  year  is  attributable  to 
rising  marketing  costs  per  unit  of  product  handled,  while  the  rest  of  the  rise  is 
due     to     continued      growth    in    the    volume    of    products   moving  through  the  system. 
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Labor  is  the  largest  component  of  the  marketing  bill,  comprising  two-fifths 
(figo  4).    Rail  and  truck  transportation  accounts  for  a  tenth, 

The  'other"  category  includes,  among  other  items,  advertising,  depreciation, 
interest,  business  taxes,  rent,  repairs,  contributions,  and  bad  debts.  Advertising, 
the  largest  of  these  components,  was  about  $1.8  billion  in  1965.  This  component 
has  increased  rapidly  since  1947-49- -about  300  percent  (fig.  5).  Depreciation  has 
also  increased-~from  $394  million  during  1947-49  to  $1.6  billion  in  1965.  Business 
taxes,  excluding  Federal  income  taxes,  have  increased,  but  to  a  lesser  degree  (fig.  5). 
Taxes  during  1947-49  were  $426  million  and  increased  to  $  1.4  billion  by  1965. 
Accurate  data  are  not  available  on  costs  of  packaging  materials,  but  it  is  believed 
that  this  component  has  increased  rapidly  and  probably  will  continue  to  do  so,  prima= 
rily  as  a  result  of  more  processing  of  foods. 

Recently  developed  methods  permit  a  study  of  the  marketing  bill  from  the 
standpoint  of  charges  made  by  various  marketing  agencies.  Estimates  for  1966 
indicate  that  processors  received  39  percent  of  the  marketing  bill,  or  $21.3  billion 
(table  1)„  Even  though  processed  foods,  as  a  proportion  of  the  total  food  supply, 
have  increased  appreciably  in  past  years,  processors  still  accounted  for  about  the 
same  proportion  of  the  total  marketing  bill  in  1966  as  in  1954.  This  implies  that 
marketing  charges  per  unit  of  product  have  not  risen  as  rapidly  in  this  sector  of 
the  marketing  system  as  for  the  system  as  a  whole. 
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Figure   4 
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CHANGES  IN  THE  FOOD  MARKETING  BILL 
AND  MAJOR  COMPONENTS,  1947-49  TO  1965 
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Table  1. --Consumer  expenditures  for  domestic  farm-originated  foods,  farm  value,  and  the 
marketing  bill  and  its  components,  selected  years 


Item 


1954 


1958 


1963 


1966  1/ 


bill 


Consumer  expenditures 

Farm  value 

Total  marketing 

Assembly  2/ . . 

Processor  3/ . 

Transportatio 

Wholesaler. . . 

Retailer 

Eating  places 


4/ 


51.1 

18.8 
32.3 
1.6 
12.3 
1.7 
3.0 
7.1 
6.6 


■Billion  Dollars 


61.0 


21. 

39, 
1. 

15. 
1. 

3. 


71.5 

83.0 

22.6 

28.0 

48.9 

55.0 

1.7 

1.9 

19.0 

21.3 

2.1 

2.4 

4.4 

5.0 

11.5 

12.9 

10.2 

11.5 

1/   Estimated.    _2/  Assembly  component  includes  some  transportation  from  farm  to 
processor,  and  packing  of  fresh  fruits  and  vegetables.     3/   Processing  charges  also 
include  the  costs  of  minor  food  ingredients,  packaging  materials,  supplies,  fuel  and 
power,   and  distribution  (including  transportation)  of  intermediate  food  products  used 
in  other  food  products.     4/  Transportation  charges  are  only  for  the  finished  products 
destined  for  consumers. 
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FACTORS  CONTRIBUTING  TO  INCREASED  MARKETING  BILL 

In  view  of  the  prominent  role  the  marketing  bill  plays  in  food  expenditures, 
fundamental  questions  inevitably  arise  as  to  the  nature  of  marketing  costs  and 
whether  they  are  justified,,  Between  1940  and  1965,  the  marketing  bill  increased 
more  than  fivefold,,  Three  factors  accounted  for  this  increase:  (1)  Rising  costs, 
which  accounted  for  more  than  half  of  the  increase;  (2)  added  volume  handled--one- 
third    of    the    increase;     and    (3)    more     services-- 13    percent  of  the  increase  (fig0  6)„ 

Increase  Due  to  Greater  Volume 

Some  increase  in  the  marketing  bill  will  occur  as  the  system  is  required  to 
move  larger  volumes  of  food  from  producer  to  consumer,  The  volume  of  food 
moved  through  the  marketing  system  has  increased  by  70  percent  since  1940„  The 
major  part  of  this  increased  volume  has  resulted  from  meeting  the  growing  food 
requirements  of  an  expansion  in  the  U.S,  population  of  47  percent,,  A  second  im- 
portant reason  for  the  increase  in  volume  is  that  consumers  buy  more  of  their  food 
through  the  marketing  system  and  depend  less  on  their  own  production,  These 
two  factors  add  up  to  an  ever-growing  task  for  the  marketing  system  in  terms 
of  moving  more  food  to  more  people,,  It  also  means  an  ever- increasing  marketing 
bill. 

Perhaps  of  most  concern  is  that  part  of  the  increase  in  the  marketing  bill 
resulting  from  rising  costs  and  increased  marketing  services,,  2/  These  two  factors 
are  particularly  significant,  because  they  have  been  the  principal  forces  affecting 
marketing  costs  per  unit  of  product  and  thus  have  exerted  a  major  impact  on  price 
spreads  and  the  share  of  the  food  dollar  received  by  farmers,,  As  a  result  of  the 
impact  of  these  factors  on  price  spreads  and  marketing  costs,  interest  is  focused 
on  how  well  the  marketing  system  is  coping  with  the  problems  of  rising  costs  and 
supplying  marketing  services  in  line  with  consumer  demand,, 

Demand  and  Supply  of  Marketing  Services 

The  output  of  marketing  services  has  increased  99  percent  since  1940,  while 
the  volume  of  food  marketed  has  increased  only  70  percent  (fig.  7).  The  difference 
represents  added  services  per  unit  of  product  marketed.  The  growing  importance 
of  marketing  services  raises  a  fundamental  question  as  to  the  nature  of  the  demand 
for  and  supply  of  marketing  services. 

Rising  consumer  income  is  a  principal  factor  in  the  growth  of  demand  for 
marketing  services,,  A  10  =  percent  increase,  in  consumer  income  is  associated 
with  a  7-percent  increase  in  demand  for  marketing  services.  Moreover,  the  aggre- 
gate demand  for  marketing  services  historically  has  increased  about  2  to  3  times 
as  fast  as  the  demand  for  farm  food  products  entering  the  marketing  system.  This 
helps  explain  the  long-term  declining  trend  in  the  farmer's  share  of  consumer 
food  expenditures.  Even  if  the  prices  of  marketing  services  and  farm  food  products 
had  moved  in  the  same  direction  over  the  past  several  decades,  the  farmer  s  share 
of  consumer  expenditures  for  foods  would  still  have  declined  significantly  because 
of  the  strong  demand  for  marketing  services. 


2/  Marketing  services  refer  to  those  activities  performed  by  marketing  firms 
which  add  utility  to  the  farm  foods.  Marketing  services  include  such  activities 
as  processing,  transportation,  packaging8  storage,  parking,  and  modern  shopping 
facilities, 
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FACTORS  IN  RISE  OF  MARKETING  BILL 

SINCE  1940 


TOTAL  BILL,  1966 $55.0  Bil. 


Increase   caused    by: 


Rise  in    Cost   Level; 


Added    Volume   Handled" 


More   Services 
Per  Unit  of   Food 


Total   increase: 

1940  to  1966,  $44.6   Bil. 
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VOLUME  OF  FOOD  MARKETED 
AND  MARKETING  SERVICES 


PERCENT    (1940=100) 
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The  postwar  decline  in  the  farmer's  share  of  the  consumer's  dollar  was  not 
the  result  of  a  lag  in  the  supply  of  marketing  services,  but  rather  a  lag  in  farm 
prices  relative  to  other  prices.  The  marketing  system  increased  the  supply  of 
marketing  services  at  about  the  same  rate  as  the  growth  in  consumer  demand. 
As  a  consequence,  the  real  price  of  marketing  services  has  been  basically  stable=- 
especially  since  1947.  These  findings  suggest  that  in  the  aggregate,  the  performance 
of  the  marketing  system  has  been  reasonably  good  with  respect  to  supplying  market- 
ing services  in  accordance  with  consumer  demand.  Furthermore,  if  past  experience 
can  be  translated  into  future  expectancy,  it  appears  that  continued  growth  in  demand 
for  marketing  services  will  result  in  further  declines  in  the  farmer  s  share  of 
the  food  dollar. 


Rising  Price  Levels  Keep  Pressure  on  Marketing  Firms 
to  Increase  Productivity 

Rising  price  levels  have  been  characteristic  of  the  post-World  War  II  period. 
Marketing  firms,  like  other  industries,  have  been  affected  by  this  trend.  Prices 
of  inputs  used  by  food  marketing  firms  continue  to  rise,  maintaining  an  upward 
pressure  on  unit  marketing  costs.  During  the  past  decade,  average  hourly  earnings 
of  employees  in  food  marketing  establishments  have  increased  at  an  average  rate 
of  4  percent  per  year  (figo  8).  Average  hourly  earnings  in  1966  were  39  percent 
higher  than  in  1957-59,  but  due  to  increased  output  per  man=hour,  unit  labor  costs 
increased  only  12  percent. 


PRICES  OF  INPUTS  USED  BY 
FOOD  MARKETING  FIRMS 
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Prices  of  most  other  inputs  bought  by  food  marketing  firms  have  also  increased,, 
Intermediate  goods  and  services  have  increased  11  percent  since  1957=59,  Services, 
which  include  such  items  as  rent,  property  insurance  and  maintenance,  and  telephone, 
increased  most,  being  about  22  percent  higher  in  1966  than  in  1 957=59,  The  in- 
creases in  prices  of  other  inputs- -including  containers,  packaging  materials,  fuel, 
power  and  light,  and  other  goods  bought  by  food  marketing  firms  =  =  were  more  modest, 
averaging  4  percent,. 

Prices  of  new  plant  and  equipment  also  edged  higher0  From  1957-59  to  1966, 
prices  of  new  plant  and  equipment  rose  10  percent  (figo  8),  Interest  rates  charged 
by  banks  on  short=term  loans  to  businesses--after  being  relatively  stable  in  recent 
years--increased  rapidly  during  1966,  Rates  in  19  large  cities  averaged  about 
5»89  percent  during  the  first  three  quarters  in  1966,  compared  with  5o06  percent 
a  year  earlier,,  Long=term  rates  also  are  up,  although  lower  interest  rates  are 
expected  in  19670 

In  contrast  to  increasing  prices  for  most  marketing  inputs,  railroad  freight 
rates  for  farm  products  have  been  declining,,  Since  1957-59,  these  rates  have  de= 
clined  between  1  and  2  percentage  points  per  year  (figo  8)„  In  1965,  railroad  freight 
rates  were  10  percent  below  1957-59,,  While  complete  data  on  truck  rates  are  not 
available,    the    limited    information    available     suggests    these    rates    have  stabilized,. 

Profits  as  a  percentage  of  net  worth  of  food  processors  and  retail  food  chains 
have  been  mostly  irregular  during  the  1950*s  and  1960*s,  For  all  types  of  corpo  = 
rate  firms  marketing  food  products,  profits  (before,  taxes)  constituted  about  5,6 
percent     of    the    marketing    bill    in    1965    compared    with  5»0  percent  during  1957=59o 

The  continual  rise  in  the  price  of  marketing  inputs  requires  a  high  level  of 
performance  by  the  system  to  mitigate  these  upward  cost  pressures.  The  food 
marketing  system  has  improved  its  efficiency  during  the  past  two  decades,,  Output 
per  man-hour  in  all  food  marketing  has  increased  at  an  average  annual  rate  of  2,8 
percent  (figo  9)„  Even  with  these  improvements,  however,  the  system  has  not  been 
able  to  completely  offset  increased  input  prices.  Unit  labor  cost  in  1965  were  34 
percent  above  1947=49  levels,,  Thus,  the  system  is  challenged  to  increase  the  rate 
of  growth  in  productivity  beyond  present  levels,, 

SHIFTS  IN  CONSUMPTION  HABITS  AFFECT  MARKETING  SPREADS 

AND  COST  COMPONENTS 

Shifts  in  the  type  of  food  consumed,  as  well  as  the  form  in  which  it  is  consume^ 
can     have     substantial     impacts     on    marketing     spreads     and    their  cost  components. 

Effects  of  Processing 

Advances  in  technology  have  made  foods  available  in  a  variety  of  processed 
forms,  As  consumer  incomes  have  risen  and  more  women  have  entered  the  labor 
force,  an  increasing  proportion  of  the  food  supply  is  being  sold  in  processed  form. 
This  change  affects  marketing  spreads  and  the  various  components  of  marketing 
costs.  The  following  series  of  charts  give  some  indication  of  what  the  impact  of 
this  change  will  be.  These  charts  suggest  that  with  more  processing  we  can  expect 
the  following  changes  in  the  percentage  distribution  of  retail  costs  of  food:  (1)  A 
smaller  farmer's  share,  (2)  lower  labor  and  transportation  costs  in  marketing, 
(3)  an  increase  in  costs  of  advertising  and  packaging  materials,  and  (4)  no  signifi= 
cant  change  in  profit  rates  of  marketing  firms  (fig,  10),  The  effect  of  increased 
processing  by  the  marketing  system  does  not  necessarily  increase  costs  to  con= 
sumers.         One    study    showed    that    by    selective    purchasing  of  processed  foods,  the 
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A  MARKET  BASKET  OF  FRESH  AND  PROCESSED  FRUITS  AND  VEGETABLES 
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Figure  10 
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consumer     could     purchase    a    market    basket    at    less    cost  than  if  comparable  fresh 
ingredients  were  purchased.    3/ 

Shifts  in  Types  of  Products  Consumed  Can 
Affect  Marketing  Costs  and  Margins 

Consumer  diets  are  gradually  changing.  Per  capita  consumption  of  animal 
products  has  trended  upward  while  per  capita  consumption  of  crop  products  has 
remained  about  the  same  as  in  1950  (fig.  11).  A  substantial  shift  in  the  years  ahead 
to  animal  products  which  use  large  amounts  of  resources  per  unit  of  output  could 
mitigate  the  trend  of  a  declining  farm  share.  The  reason,  as  suggested  by  the 
following  charts,  is  that  the  farmer's  share  is  larger  for  products  with  greater 
farm  inputs  (fig.  12).  Animal  products  usually  require  a  higher  farm  input  than 
crops. 

Labor  Costs  Vary  by  Type  of  Product 

Labor  costs  are  a  more  important  part  of  the  marketing  farm=  retail  spread 
for  meats  and  poultry  than  for  most  other  food  products,  especially  processed 
foods  (fig.  13),  Improved  output  per  man-hour  therefore  becomes  particularly 
important  in  holding  the  line  on  marketing  costs  for  meat  and  poultry.  Improve- 
ments in  output  per  man-hour  have  been  above  average  in  meatpacking  plants  and 
establishments  specializing  in  prepared  meat  products;  output  per  man=hour  in 
these  plants  increased  172  percent  in  1965  from  1947-49,  compared  with  164  per° 
cent  for  all  food  manufacturing. 
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Figure   11 


3/  Harry  H.  Harp  and  Denis  F.  Dunham,  Comparative  Cost  to  Consumers  of 
Convenience  Foods  and  Home  Prepared  Foods,  U.S.  Dept,  Agr,  Mktg.  Res.  Rpt.  rta. 
609,  June  1963. 
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FARMER'S  SHARE  OF  RETAIL  PRICE  FOR  SELECTED  RICH  AND  LOW  RESOURCE-UBDD  PRODUCTS 
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DEVELOPMENTS  IN  MARKETING  SPREADS  FOR  SELECTED   COMMODITIES 

Several  developments  during  the  year  attracted  considerable  public  attention 
to  prices  and  marketing  costs  for  specific  commodities.  Highlights  of  the  develop- 
ments follows 


Bread 


Retail  prices  of  bread  have  risen  nearly  every  year  since  World  War  II  (fig,  14)„ 
An  increase  of  more  than  6  percent  in  the  retail  price  of  white  bread  from  1965 
to  1966  was  sharper  than  during  most  years  and  created  considerable  public  interest 
as  to  the  reason  for  the  increase  and  the  distribution  of  this  increase  among  various 
factors  in  the  market0  In  addition  to  the  Department  s  regular  research  program 
on  price  spreads,  the  Federal  Trade  Commission,  at  the  Department's  request, 
initiated  special  studies  to  provide  greater  insights  into  recent  price  changes  for 
bread  and  milk„ 

The  long-term  rise  in  the  retail  price  of  bread  is  largely  the  result  of  wider 
retailer  and  baker-wholesaler  spreads0  While  retail  and  wholesale  prices  have 
gone  up  steadily  until  this  year,  prices  received  by  farmers  for  wheat  changed 
little  and  were  the  same  or  lower  than  in  1947-49.  However,  during  1966,  increases 
in  wheat  prices  accounted  for  about  a  fourth  of  the  rise  in  the  retail  cost  of  bread. 
The  December  estimate  of  the  season  s  average  price  received  by  farmers  for 
wheat  was  $1.64  per  bushel,  29  cents  above  last  year's  $1.35  per  bushel.  This  has 
resulted     mainly    from    a     short     supply    of    readily    marketable  wheat  which  is  at  the 
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lowest  level  of  supply  since  the  immediate  post-World  War  II  period.  The  supply 
of  wheat  is  expected  to  increase  in  1967,  which  may  affect  the  price  farmers  receive. 
However,  any  change  in  the  farm  price  of  wheat  is  not  likely  to  result  in  lower 
retail  prices  for  bread.  The  wheat  farmer's  share  of  the  average  retail  price  of 
bread  is  only  about  14  percent.  A  price  reduction  of  70  cents  per  bushel  is  required 
to  reduce  the  farm  value  of  wheat  in  a  pound  loaf  of  white  bread  by  1  cento  This, 
coupled  with  the  fact  that  once  the  price  of  bread  is  raised  it  tends  to  stay  at  the 
higher  level,  means  that  even  sharp  reductions  in  the  farm  price  of  wheat  would 
have  virtually  no  impact  on  retail  prices  of  breads 

The  study  on  bread  prices,  conducted  by  the  Federal  Trade  Commission,  indi- 
cated that  the  magnitude  of  the  price  increases  varied  considerably  among  cities.  4/ 
For  example,  the  price  of  a  pound  loaf  of  bread  increased  almost  23  percent  in 
Milwaukee  and  declined  nearly  4  percent  in  Los  Angeles.  The  wide  range  of  price 
increases  between  cities  could  not  be  attributed  to  farm  values  of  ingredients, 
which  increased  by  essentially  the  same  amount  in  all  cities.  Increases  in  bread 
prices  from  January  to  August  1966  generally  were  greatest  in  cities  where  prices 
were  lowest  initially.  For  example,  in  four  cities  wholesale  bakers  increased  their 
prices  by  an  amount  four  times  greater  than  the  rise  in  ingredient  costs  (table  2); 
these  were  cities  in  which  bakers  had  relatively  low  prices  in  January  1966.  Even 
with  the  increase,  however,  these  bakers  still  had  prices  slightly  below  the  average 
for  all  bakers.  The  analysis  of  the  Federal  Trade  Commission  indicates  that  in 
some  cities  where  wholesale  prices  rose  most,  bakers  had  been  earning  very  low 
profits  or  even  incurring  losses. 

The  study  also  revealed  that  retailers  not  only  passed  on  the  increases  in 
wholesale  bread  prices,  but  added  to  them  by  expanding  their  own  gross  profit 
margins,  both  absolutely  and  proportionately.  '"Where  wholesale  prices  increased 
most,  retail  margins  registered  the  largest  increases,  irrespective  of  the  size  of 
their  previous  margins.'*   5/ 

In  summary,  all  segments  of  the  production-marketing  complex  shared  in  the 
increased  price  of  bread.  For  the  25  cities  studied,  nearly  one- fourth  of  the  increase 
went  to  retailers,  41  percent  to  wholesale-bakers,  and  35  percent  for  ingredient 
costs  (table  2). 

Table  2. — Distribution  of  retail  bread  price  increases,  twenty-five  cities,  by  whole- 
sale bakers'  bread  price  increases,  January-August  1966 


Inc 

rease  in 

who] 

psal  p 

hflVprc:  ' 
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ri  rpc 

Item 

2  cents  or 
(4  cities) 

more 
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.5- 

(9 

-1.9  cents 
cities) 

Under 
(8 

1.5  cents 
cities) 

:No 

change: 
cities): 

Average 
25  cities 

Cents 

0.6 
2.1 
1.0 

3.7 

Cents 

0,6 
.9 

.5 

2.0 

Cents 

0.6 
.5 
.3 

1.4 

Cents 

Cc 

mts 

0.6 

.7 
.4 

0 

1.7 

Source:   Federal  Trade  Commission, 


4/     Federal     Trade     Commision.         Economic     Report    on    Milk  and  Bread  Prices, 
Oct.  1966. 

5/  Ibid,  p.  2. 
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Milk 

Consumers  paid  about  6  percent  more  for  fluid  milk  in  1966  than  in  1965  (fig„  15)„ 
About  four-fifths  of  the  increase  in  retail  prices  resulted  from  increased  farm 
prices  and  the  remainder  from  widening  marketing  spreads,,  Recent  increases 
in  farm  prices  for  milk  followed  a  long  period  in  which  farmers  received  relatively- 
low  prices.  Dairy  farmers  have  undergone  a  long-lasting  price-cost  squeeze,  forcing 
some  to  cull  their  herds  and  others  to  go  out  of  dairying  altogether.  The  result 
was  a  decline  in  production  of  about  3  percent  from  1965  to  1966„  Reduced  milk 
supplies,  together  with  some  increased  use  of  milk  for  fluid  purposes,  decreased 
the  milk  available  for  manufacturing  in  1966  by  about  6  percent  from  the  1965  levels,, 
This  mainly  accounts  for  the  rises  of  12  percent  in  the  retail  price  of  cheese  and 
9  percent  in  the  retail  price  of  butter  from  1965  to  1966„ 

Federal  Trade  Commission  findings  from  the  study  of  milk  prices  were  similar 
to  those  for  bread  prices  and  may  be  summarized  as  follows:  (1)  The  increases 
in  price  of  milk  varied  considerably  among  cities;  (2)  the  greatest  increases  in 
farm  prices  occurred  where  raw  fluid  milk  prices  were  the  lowest  at  the  beginning 
of  the  period;  (3)  in  all  cities  but  two,  the  retail  price  increased  more  than  the  farm 
price;  (4)  although  the  pattern  of  change  in  processor  margins  was  mixed  among 
the  24  cities,  there  was  a  tendency  for  processor  margins  to  increase  most  in 
cities  where  margins  were  lowest  at  the  beginning  of  the  period;  and  (5)  retailers 
increased  their  own  margins  most  in  cities  where  their  wholesale  prices  increased 
most.  Of  the  increase  in  price  of  milk,  more  than  half  went  to  farmers,  23  percent 
to  processors,  and  26  percent  to  retailers  (table  3). 
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Table  3.--  Distribution  of  retail  milk  price  increases,  twenty- four  cities,  by  size 
of  raw  milk  price  increases,  January-August  1966 


Item 


Increase  in  farm  price 


:2.5  cents  or  more :1. 1-2. 4  cents :Under  1.1  cents:  Average 
:    (9  cities)    :  (8  cities)   :   (7  cities)    :24  cities 


h  arm 

Processor. 
Retailer . , 

Total . . , 


Cents 

3.1 
1.2 
1.6 

5.9 


Cents 

2.0 
1.3 


4.1 


Cents 

0.4 
.0 

.4 


Cents 

2.0 

.9 

1.0 

3-9 


Source:  Federal  Trade  Commission. 
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Short  supplies  of  eggs  during  1966  boosted  farm  and  retail  prices  to  the  highest 
levels  since  1958„  The  farm,  price  for  eggs  increased  about  22  percent  during  1966 
from  1965,  and  the  retail  price  increased  13  percent  (fig,  16)„  The  farmer's  share, 
which  has  been  averaging  about  55  percent,  increased  to  62  percent  during  1966. 
The  farmer's  share  for  eggs  is  considerably  higher  than  the  average  of  40  percent 
for  all  foodso  The  basic  reason  for  this  difference  is  that  eggs  require  relatively 
little  processing  by  the  marketing  system  compared  with  many  foods  in  the  market 
basket,, 
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MARGINS  AND  COSTS  PUBLICATIONS  ISSUED, 
FEBRUARY  1966-JANUARY  1967 


Publications  of  the  Economic  Research  Service,  USDA 

Developments     in    Marketing    Spreads    for    Agricultural    Products     in    19650    ERS-14, 
July  1966. 

Costs    of    Storing    and   Handling    Grain   in  Commercial  Elevators,  1964=65.    ERS-288, 
Apr0  1966. 

Charges    for    Ginning    Cotton,    Costs    of  Selected   Services    Incident  to  Marketing,  and 
Related  Information,  Season  1965-66.    ERS-2  (1966),  July  1966. 

Power   Requirements    and   Costs  for  High  Capacity  Cotton  Gins.     MRR-763,  June  1966. 

What  Makes  Food  Prices?    ERS-308,  Aug.  1966. 

The  Farm  Food  Marketing  Bill  and  Its  Components.    AER-105,  Jan.  1967. 

Costs  of  Storing  and  Handling  Cotton  at  Public  Storage  Facilities.    ERS-306,  Oct.  1966. 

Food     Costs--Retail     Prices,     Farm    Prices,     Marketing    Spreads.        Misc.  Pub.-856, 
Rev.,  Sept.  1966. 

Marketing  and  Transportation  Situation.    Quarterly. 

Articles  in  USDA  Periodicals 


Marketing  and  Transportation  Situation: 

The     Marketing     Bill     for     Farm- Food     Products.        Reprinted    as  ERS-20  (1966), 
Aug.  1966. 

Dairy  Situation: 

Prices  and  Margins  for  Fluid  Milk.    DS-311,  July  1966. 

Agricultural  Situation: 

Marketing  Spreads  to  Widen.    Dec.  1966. 

Speeches  and  Papers 

Costs   for    Beaming    Hides  at  the  Source  of  Supply.    Speech  before  the  Tanners  Council 
of  America,  Oct.  1966. 

Roles    of     Farm    Productivity    and    Marketing    Margins     in    Postwar  Decline  in  Farm 
Prices.    Jour.  Farm  Econ.,  Feb.  1966. 

Periodicals 


The     Farm     Index.         Monthly.        In    each    issue,  there  are  sections  on  marketing  and 
the    consumer    which    summarize    in   short    articles    and  notes  materials  from  re- 
search on  price  spreads  of  special  interest  to  these  groups. 
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Service,  USDA's  Report  to  Consumers,  Service  is  a  monthly  newsletter  of  con- 
sumer interest  which  is  designed  for  those  who  report  to  the  individual  con- 
sumer, rather  than  for  mass  distribution.  It  also  carries  items  on  costs  and 
new  marketing  developments  of  special  interest  to  consumers. 

Radio  Presentations 
Statement-- Spread    Between    Farm    and    Supermarket     Prices    Narrows.       Feb.  1966. 
Statement  =  -Cost  of  Turkey  Dinner,,     Nov,  1966« 
Interview-- Leather  for  Shoes  and  Clothes0     Jan.  1967. 

Television 


Interview-  =  Aerosol  Container sc    Apr.   1966. 
Interview--Agricultural  Markets  in  Change.    Aug.  1966, 
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